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City [ Township [Jvilage [7]Cther Petaskev Hospital Finance Authority Emmet
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We have audited the financial staternants of this local unit of government and rendered an opinion on financial stataments prepared in
accordance with the Statements of the Govemmental Accounting Standards Board (GASB) and the Uniform Reporting Format for
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan Department of Treasury.

We affirm that:
1. We have compliied with the Bulietin for the Audits of Local Units of Government in Michigan as revised.
2. We are certified public accountants registered to practice in Michigan.

We further affirm tha fellowing. "Yes” responses have bean disclosed in the finangial statements, including the notes, or In the report of
comments and recommendations

You must check tha applicable box for each itern below.

D Yes No 1. Certain companant units/funds/agencies of the local unit are excluded from the firancial statements.

D Yes No 2. Thera are accumuiated deficits in one or more of this unit's unreserved fund balances/retained earings (P.A.
275 of 1980).

D‘r‘es No 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as
amended).

[Jyes No 4. Tha local unit has violated the conditions of either an order ssued under the Municipal Finance Act or its
requiraments, or an order issued under the Emargency Municipal Loan Act,

|:] Yes No 5. The local unit holds depasits/investments which da not comply with statutory requirements. (P.A. 20 of 1843,
as amended [MCL. 128.91), or P.A. 55 of 1982, as amanded [MCL 38.1132)).

[ ]Yes No 6. The iocal unit has been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit has violatad the Constitutional requirement { Article 9, S ection 2 4)to fund current y ear e arned
D Yes No 7. pension benefits (normal costs) in the current year. If the plan is more than 100% funded and the ovarfunding

credits are more than the narmal cost reguirement, no contributions are due {paid during the year),

[Tves No 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
(MCL 120.241),

D Yes E No 8 The lecal unit has not adopted an investment policy as required by P.A. 186 of 1997 (MCL 129.95}.

To Be Not

We have anclosed the following: Enclosed Forwarded Required
The letter of comments and recommendatians. /
Reports on individual federal financial assistance programs (program audits). /
Single Audit Reports (ASLGU), \/
Certified Public Accountant {Firm Name)

Hill, Schroderus & Ceo., LLP

Street Address City Stala ZIP

923 Spring Street, P @ Box 695 Petoskey Ml 49770

coourant Signatyre l Date
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Management's Discussion and Analysis
Overview of the Baslc Financial Statements

The Petoskey Hospital Finance Authority’s (Authority) basic financial statements include «
statement of Net Assets, Statement of Revenues, Expenses and Changes in Net Assets
and a Statement of Cash Flows. These are all reported using the accrual besis of
accounfing. As this is the first year of implementation of GASE Statement No, 34. pricr
year numbers are not presented within the Management's Discussion and Analysis. A
comparative analysis will be provided in future years when prior year information is more
readily available.

Financial Statements

The Statement of Net Assefs presents the Authority's assets and licbilities, with the
difference reported as net assefs.

The Statement of Revenues, Expenses and Changes in Net Assels presents infermation
showing how the Authority's net assets changed during the most recent fiscal yedar.

the Statement of Cash Flows presents cash fows from operations, financing and investing
activities.  Additionally, non-cash fransactions that have an effect on the Authorty's
financial position are also presented.

Notes to the Financial $tatements

The notes provide additional information which is essential to a fuli undersfanding of the
data provided in the financial statements.

Financial Anaiysis

The table below summarizes the Authority's net assets as of June 30, 2004:

PETOSKEY HOSPITAL FINANCE AUTHORITY
June 30, 2004

Axzets
Current $ 1.020,300
Other 41.947 721
Total assets 42,248,091
Liabillties
Currerit portion of bonds payable 1,020,000
Bonds payable net of current portion, etc. 41,947,791
Total liabllities 42,967,791
Net Assets
Restricied for debt service 5 300

—_——————




At the end of the fiscal year, the Authority is reporting a small positive balance for net
assets restricted for debft service.

The results for the Authority as a whole are reported in the Statement of Revenues,
Expenses and Changes in Net Assets, which is summarized below:

PETOSKEY HOSPITAL FINANCE AUTHORITY
Year Ended June 30, 2004

Revenues $ 2,040,638
Expenses 2,061,343
Excess {deficiency) of revenues
over expenses (705}
Net assets-beginning of year 1,005
Net assets-end of year $ 300

As shown above, the current year deficiency was $705. The Authorily relies on loan
payments from the Hospital to make the required bond payments. The Authority earns
inferest on these payments from the Hospital uniil the bond payments are actually
made. The Hospital is able to consider the interest retained by the Authority in
determining its next required loan payment.

During fiscal 2004 bonds were issued in the amount of $10,000,000 and « loan was made
to the Hospital for o comresponding amount.

Economic Factors

The Pefoskey Hospital Finance Authority was incorporated for the purpose of acquiring,
constructing, remodeling, enlarging, repairing, owning and leasing healih care facilities,
It was also Incorporated to finance or refinance these activities and to lena money to g
hospital for similar purposes. Currently, the Authority has two loans outstanding with
Northern Michigan Hospital related to the Series 1998 and 2003 Bonds s explained in the
notes to the financial statements. The Hospital has been maoking its loan payments on a
fimely basis. The expectation is that these limely payments will continue o be made and
fhe related bonds will be refired as intendead.

i




i Hill « Schroderus & Co., LLP

Certified PUBTC ACEOTRESRE & Ednsuftants ™

December 9, 2004

Independent Auditors’ Report

Board of Commissioners
Petoskey Hospital Finance Authority
Petoskey, Michigan

We have audited the accompanying financial statements of the Petoskey Hospital Finahce
Authority, Petoskey, Michigan, as of and for the year ended June 30, 2004, as listed in the table of
contents. These financial statements are the responsibility of the Authority's management., Our
responsibility is to express an opinion on these financial statements based on our audit,

We conducted our audit in accordance with auditing standards generaily acceptedin the United
States of America. Those standards require that we plan and perform the audit to cobtain
reasonable assurance about whether the financial staterments are free of material misstatement. An
audit includes examining, on a test basis, evidence supporiing the omounts ond disclosures in the
financial statements. An audit also inciudes assessing the accounting principles used and significant
estimates made by management, as well as evalualing the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In cur opinion, the financial statements referred to above present fairly, in all material respecits, the
financial position of the Petoskey Hospital Finance Authority, Petoskey, Michigan, as of June 30, 2004,
and the changes in financial position and cash flows for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

The Petoskey Hospital Finance Authority has implemented a new financial reporting mode!, as
required by the provision of GASB Statement No. 34, Basic Financial Statements - and
Management's Discussion and Analysis - for State and Local Governments, as of Juiy 1, 2003.

The management's discussion and analysis is not a required part of the basic financial statements
but is supplementary information required by accounting principles generclly accepted in the
United States of America. We have applied certain limited procedures, which consisted principally
of inquires of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no
opinion on .

Ll ey 2l

CERTIFIED PUBLIC ACCQUNTANTS
Petoskey, Michigan

]
23 Spring Street -~ P.O. Box 695 = Petoskey, MI 49770 € 231-347-4136 « Fax: 211-347 4147 » E-mail: staffname@hs-co.com




PETOSKEY HOSPITAL FINANCE AUTHORITY
STATEMENT OF NET ASSETS

June 30, 2004
Assets
Current assets: .
Investments - restricted for Sinking Fund use [Note 4) 3 300
Cumrent portion of loan receivable from Northem
Michigan Hospital, Inc. [Hospital} {Note 3} 1,020,000
Total cumrent assets ' 1,020,300
Loan receivable from Hospital (Note 4}
(net of cument portion and unearned discounts and charges) 41,293,862
Defered charges - debt issue costs 653,929
Total assets % 42,968,091

Liabilities gnd Net Assefs

Current liabilities:
Current portion of bonds paydbie (Note 3} b 1,020,000
Bonds payable {Note 3) (net of current portion,
unamorfized original issue discount and

unamortized refunding deferral) 41,947,791
Total abilities 42,967,791
Net assefs resticted for debt service 300
Total liakilities and net assets ] 42,948,091

See accampanying notes 1o financial statements. 2




PETOSKEY HOSPITAL FINANCE AUTHORITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN MET ASSETS
Year Ended June 30, 2004

Revenues:

Interest income

Payments received from Hospital to defray Seriss 1998 Bong
interest expense {Note 3)

Payments made by Hospital to defray Series 2003 Bond
interest expense (Note 3)

Payments made by Northermn Michigan
Hospital, Inc, for audit fees

Recognition of deferred revenue as revenue for current amortization
of bond original issue discount, bond issue costs and refunding
deferal, adjusting amounts actually due from Hospital to defray
interest expense

Total revenues
Expenses:
Interest expenss
Audit fees

Total expenses

Excess {deficiency) of revenues
over expenses

Net assets, beginning

Net assels, ending

3ee accompanying notes to financial statemenis, 3

522
1,751,612
133,528

1,550

173,426

2.060,638

2,059,793
1,550

2,061,343

{705)

1,005

300




PETOSKEY HOSPITAL FINANCE AUTHORITY
STATEMENT OF CASH FLOWS
Year Ended June 30, 2004

Cash flows from operaling activities:
Cash recelved from Hospital

Cash flows from capital financing activities:
Principal paid on bonds
Interest paid on bonds

Net cash provided (used) for capital financing activities

Cash flows from investing aclivities:
Sale of investments
Purchase of iInvesiments
Investment income

Met cash provided by investing activities

MNet increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning
Cash and cash equivalents, ending

Reconciligtion of excess (deficiency} ol revenues
over expenses to net cash provided by operating
activities:
Excess {deficlency) of revenues over expenses
Adjustments to reconcile excess (deficiency) of revenues
over expenses (o net cash provided by operating income:

Interest income ) [522)
Amortization of deferred revenue (173,426}
Interest expense 2,059,793
Non-cash operating revenue (expenses) {133,528}
Payments received for non-operating purposes 975,000

Total adjustments

Net cash provided by operaling activities

Non-cash investing, capital and financing activities:
Bond proceeds deposited directly into Hospital account,
net of closing costs
Corresponding loan recelvable, net of closing costs

fotal non-cash Investing, capltal and financing activitas

See accompanying notes to financial statements. 4

2,726,612

(975,000]
(1,752,839)

{2,727 839

2,727,247
(2.726.542)
522

1,227

{705)

2.727.317

2.726.612

7.889.751
(7.887.751)




PETOSKEY HOSPITAL FINANCE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
June 30, 2004

The Petoskey Hospital Finance Authority {Authority), a governmental finance authority, was created
as o corporate instrumentaiity in 1977 by the City of Petoskey under the provisions of the Hospital
Finance Authority Act, Act 38, Public Acts of Michigan, 1969, as amended. The Authority was
incorporated for the purpase of acquiring, constructing, remodeling, enlarging. repairing, owning
and leasing health care facilities. 1t was also incorporated to finance or refinance these activifies
and to lend money to a hospital for similar purposes.

In prior years, the Authority constructed a new hospital facility and renovaied existing hospitals for
Northern Michigan Hospitat, inc. of Petoskey, Michigan, The Authority issued bonds to finance those
projects and then leased the facilities to the Hospital. Durng fiscal 1990, additional bonds were
Issued which permitted expansion and refinancing of the project. Under the refinancing, a portion
of the pricr bonds were refired and the balance defeased. The facllities were sold to Northern
Michigan Hospital, Inc. and the Hospital agreed fo repay the Authority for monies the Autharity had
expended on beholf of the Hospital and amounts loaned to the Hospital for additional expansion.

tn December, 1993, the Authority issued a revenue bond for the purpose of making o loan to the
Hospital fo be used to acquire. construct, renovate and equip hospital facilities pursuant to a
Hospital Loan Agreement between the Hospital and the Authority.

In February, 1998, the Authority issued imited obligation revenue and refunding bonds. The bonds
were issued fo provide funds to be iocaned by the Authority to the Hospital to be used, together with
other available funds to (i) advance refund the Authority’s Hospital Revenue and Refunding Bonds,
Series 1989 , (i) current refund the Authority's Hospital Revenue Bond Series 1995, {ii) pay a portion of
the costs of the project commenced in 1995 to acquire, consitruct, renovale and equip hospital
facilities pursuant to aloan agreement between the Hospital and Authority and [iv) pay the costs of
issuing the Bonds.

In Oclober, 2003, the Authority issued limited obligation revenue bonds. The bonds were issued for
the purpose of funding a loan by the Authority fo the Hospital for the purpose of financing all or a
portion of the cost of acquiring, constructing and equipping certain hospital faciiities iocated in the
City of Petoskey, Michigan and the payment of necessary costs incidental thereto.

Assets of the Authority are held by JP Morgan as Trustee for the Authority and bondholders.

NOTE 1:  ACCOUNTING POLICIES

the Governmental Accounting Standards Board {GASB) unanimously approved
Statement No. 34, Basic Financial Statements — and Management's Discussion and
Anglysis — for State and Local Governments, Effactive July 1, 2003, the Authority
implemented the provisions of GASB No. 34. The most significant change was the
addition of the management's discussion and analysis.

The financial statements of the Authority have been prepared on the accrual basis of
accounting except for the recognition of interest income and expense as expldined
below.

Accounting policies for specific items follow:

Ireasury securities are represented by a book entry at the Federal Reserve in the name
of JP Morgan. Allinvestments are credited to the account of the Authority by the Bank.

toan receivable is caried at face value net of unearned discounts and charges.

5




NOTE 1.

NOTE 2;

NOTE 3:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

ACCOUNTING POLICIES - CONTINUED

Unearned discounts and charges is the difference between the face value of the loan
receivable from the Hospital and the reiatfed bonds payable net of unamortized debt
issue costfs, original issue discount and refunding deferral.  As interest expense is
recognized for amortization of these items 50 is a corresponding amount of revenue
recognized for amounts not due from the Hospital 1o defray this interest expense.

Outstanding bonds not defeased are recorded as a liability.

Deferred charges — debt issue costs of $849.474 and $110,249 are being amortized as
interest expense using the interest method over the life of the Series 1998 and 2003
bonds, respectively. Interest expense of $49.322 was recognized in the current year;
unamoriized amounts at year end amounted ta $453,929.

Original issue discounts of $577,447 are being amartized as interest expense using the
interast method over the life of the Series 1998 bonds. Interest expense of $30,811 was
recognized in the curent year;, unamortized ameounts at year end amounted to
38172

Refunding deferral {the difference between the requisition price and the net carrying
amount of the Series 198% bonds advance refunded) of $2,03%,53% is belng amortized as
inferesi expense on a stroight ine basis over the crigingl remaining life of the 1989 Series
bonds. Interest expense of 323,294 was recognized during the year, The unamortized
balance at year end was $1,446,036.

Interest income associated with the investments is recorded when received. Interest
expense associated with the bonds is recorded when cash is disbursed. Accruing
interest expense would be offset by accrued revenue from the Hospital resulting in
essentiglly the same pasition and results of operations.

BONDS DEFEASED IN PRIOR YEARS

During fiscal 1990, the Authority defeased the 1977 Series A Bonds, by placing a portion
of the proceeds from the sale of the Hospital Revenue and Refunding Bonds, Serles 1989,
info anirevocable trust to provide for all future deb? service payments on the old bonds.
During fiscal 1998, the Authority defeased the Series 1982 Bonds in the same manner,
Accordingly, the trust account assets and the liability for the defeased bonds are
excluded from the Authority's financial statements. At June 30, 2004, outstanding 1977
Series A Bonds aggregating $5,725,000 are considered defeased. The Series 1989 Bonds
were cdlled during fiscal year 2000, with no outstanding txalance remaining.

BONDS PAYABLE

Petoskey Hospifal Finance Authority Limited Obligation Revenue

and Refunding Bonds, Series 1998, stated interest at 4.25% to 5.50%.

(The effactive interest rate for fiscal 2004 was 5.46% after inclusion

of current ameortization of bond issue costs, original issue discount

and refunding deferral.) 334,800,000

Petoskey Hospital Finance Authority Limited Obligation Revenue
Bonds, Series 2003, interest af a variable rate of interest adjusted
on the first day of each month equal o 67% of the sum of 2%

and the LIBOR rate. {The effective interest rate for fiscal 2004 was

2.22% after inclusion of cument amortization of bond issue costs.) 10,000,000
Total bonds payable 344,800,000
&




NOTE 3:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

BONDS PAYABLE - CONTINUED

Annual debt service requirements for the bonds are as follows:

Yedr ending
June 30 Principal interest Total

2005 3 1,020,000 $ 1,916,629 % 2,936,629
2006 1,306,169 1,863,142 3,169,311
2007 1,531,653 1,803,803 3,335,456
2008 1,520,382 1,743,829 3,334,211
200% 1,654,295 1,674,904 3,329,199
2010-2014 2,436,931 7,201,302 16,638,233
2015-2019 11,639,887 4,941,391 16,581,278
2020-2024 9,815,821 2,631,582 12,347,403
2025-2028 6,804,862 627,045 7,431,907
Totals $ 44,800,000 3 24,303,627 3 69,103,627

Series 1298 Bongs

Petoskey Hospital Finance Authority Limited Obligation Revenue and Refunding Bonds
{Northern Michigan Hospitals Obligated Group) Series 1998 are serial and term bonds
maturing in ascending amounts on November 15 of each year through 2012 and then
on Novembaer 15, 2018 and November 15, 2027, Inferest payments are due May 15 and
November 135 eqach year until maiurity.

Under terms of the Loan Agreement between the Authority and Nerthem Michigan
Hospitals, Inc., the Hospital has agreed to pay to the Trustee at specified times amounts
adequate to pay all debt service costs associated with the bond issue,

The Hospital has agreed to make such payments from its income available for debt
service. Such income generally includes the excess of revenue, including investment
income and gifts not restricted by donors, over expenses, excluding depreciation,
amortization, interest expense and certain extracrdinary items. In addition, the Hospital
nas agreed to maintain its tax exempt status, maintain a ratio of income available for
debt service to the annual maximum debt service requirement of af least 1.5 1o 1, and
1o mainfain a “cushion ratio” of atleast 2 to 1.

The “cushion rafio” is determined as the sum of all unresticted and
unencumbered/unpledged cash and liquid investments whether classified as curent or
non-current assets [including board-designated funds, but excluding self-insurance
tunds) held by the Hospital for various purposes, divided by the maximum onnual debt
service on all outstanding indebtedness that is not secured by a fully funded Debt
Service Reserve Fund.

At June 30, 2004, the Hospital was in compliance with these requirements.,
The revenue bonds are not a general obligation of Petoskey Hospital Finance Authority.

Further, they are not a debt of the City of Petoskey, Michigan, nor has the City pledged
its faith ana credit for payment of the bonds.




NOTE 3:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

BONDS PAYABLE — CONTINUED

Bonds maturing through Novembcer 15, 2007 are not subject to early redempfion except
in extraordinary situations as defined in the agreement. Bonds maturing on or after
November 15, 2008 are subject to early redemption on or after May 15, 2008 at the
option of the Autherity in whole or in part at any time at @ premium descending from
two percent of face value for any early redemptions made prior to May 15, 2010, Any
early redemptions made on or after May 15, 2010 are to be at par. Accrued interest is
due on any early redemption,

Bonds maturing on November 15, 2018 and November 15, 2027 are subject to
mandartory redemption commencing November 15, 2013 and November 15, 2019 each
year at specified amounts but without an early redsmption premium. Annual
redemptions cscend from $1,570,000 on November 15 2013 fo $2,105.000 on
November 15, 2019 and then from $1,135,0600 on November 15, 2020 to $1,400,000 on
November 15, 2027,

Aninsurance policy isin force which unconditionally and imevocably guarantees the full
and complete payment required to be made by or on behalf of the Authority.

Series 2003 Bonds

Petoskey Hospital Finance Authority Limited Obligation Revenue Bonds {Northern
Michigan Hospitals Obligated Group) Series 2003 are payable to Fifth Third Bank. the
bondholder, fogether with interest, at a tax exempt interest rate, whichis a variable rate
of interest adjusted on the first day of each month equal to 7% of the sum of 2% and
the LIBOR rafe. Accrued interest is paid each month through November 5, 2005.
Commencing November 5, 2005, the monthly payment amount will consist of principal
ond inferest, sufficient to amortize the unpaid principal of the bonds over a 20-vear
ameortization period.

Under terms of the Loan Agreement between the Autherity and Norihemn Michigan
Hespitals, Inc., the Hospital has agreed to authorize the bondholder to automatically
aebif the Hospitals account for ioan repayments due.

The Hospital has agreed to maintain its tax exempt status, and maintain a ratio of total
licbiitties to fund balances that does not exceed 1.75 to 1.00. Additionally, the Hospitat
has agreed to maintain a cash flow coverage ratio of not less than 1.50 to 1.00. The
cash flow coverage ratio is defined as the sum of net income, depreciation,
amortization and interest expense during the period to the sum of all principal and
inferest payments with respect to indebtedness that are due and payable during the
period.

At June 30, 2004, the Hospital was in compliance with these requirements.

The bonds are not a general cbligation of the Petoskey Hospital Finance Authority.
Further, they are not a debt of the City of Petoskey, Michigan, nor has the City pledged
its faith and credit for payment of the bonds.

The bonds are subject to optional prepayment, in whole orin part, and without penalty
or premium on any interest payment date at par plus accrued interest .

Both Northem Michigan Hospital Foundation and Northern Michigan Regional Health
System, Inc. have signed guaranty agreements with Fifth Third Bank for the issuance of
these bonds.,




NOTE 4;

NOTES TO FINANCIAL STATEMENTS - CONTINUED

LOAN RECEIVABLE AND PAYMENTS TO DEFRAY BOND INTEREST EXPENSE

Payments required by the Hospital include both principal and interest. Only the portfion
of the payments atfributed to principal is applied against the ioan receivable. The
portion of the payments atfributed fo interest is recorded as a payment fo defray
interest expense,

Payments for the Sertes 1998 bonds by the Hospital are due on or about May | each
year for the interest payment due May 15 on the Bonds, with credit on the payment for
any amount on deposit. Further, payments are due on or about November | each year
for the principal and interest payment due November 15 on the Bonds, with credit on
the November 1 payment for any amount on deposit,

Payments for the Series 2003 bonds by the Hespital are due monthly. They are paid
directly by the Hospital to the bondholder, Fifth Third Bank.

The Hospital has also agreed to pay all Trustee fees and all costs incured by the
Authority,






